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KUWAIT: KEY ECONOMIC INDICATORS 


All values in millions of US$ unless otherwise stated 1980 KD1=$3.70 
1981 KD1=$3.59 
1982 KD1=$3.50 
1983 KD1=$3.43 


1982 1983 
Income and Production 


GDP at Current Prices 20,079 21,6094 
Per Capita GDP (in $) 14,342 14,406 
Crude 0i] Production (mil US b1) 300 383 

(mil b/day) ; 3 -829 1.05, 
Natural Gas Utilized (bil cu ft) 145 75.7) 
Refinery Production (mil b1) . 153 83.9) 
Electric Power (mil kw) 11,224 5,501, 
Desalinated Water (mil imp gal) 28,438 14,390 
Fertilizers (000s met ton) 


Money and Prices 


Money Supply (currency in circulation 

plus demand deposits, end of period) 2,478 
Quasi-Money (deposits, excluding 

demand deposits, end of period) 8,095 
Wholesale Price Index ('72=100) 194 
Cost of Living Index ('78=100) 114.5 


Balance of Payments and Trade 
Exports and Re tisarts 20 ,998 
Of Which: Oi] 19,525 
Imports (FOB) (Excluding Gold) 6,061 
Net Imports Nonmonetary Gold 629 
Trade Surplus 14,308 
Current Account Surplus 17,002 
Investment Income (Net) 5,964 
Imports from United States 886 
Of Which: Autos 142 
Auto Parts and Service Equipment 66 
Trucks, Trailers, Buses 50 
A/C and Refrigeration Equipment 60 
Construction Machinery and Equipment 49 
Aircraft and Parts 53 
Oil and Gas Field Equipment 25 
Apparel, Textiles (Fabrics and Finished 
Products ) 45 
U.S. Trade Surplus with Kuwait 392 890 


Public Finance 4 
Fiscal Year Runs July Through June 1981/1982 1982/1983 1983/1984 


Revenues 10,453 11,221 10,477 
Expenditures: 
State Expenditures 9,987 10,896 11,648 
Reserve Funds 202 220 104.7 
Kuwait Fund for Arab Economic Development 264 105 103.5 


‘Through second quarter 1983 

Through first quarter 1983 

Embassy estimate based on available figures 
government projection 
6 1981/1982 figure 

June 1982 figure 


Note: Statistics for 1983 included where available 


Sources: Central Bank of Kuwait: Economic Report 1982 
Central Bank of Kuwait: Quarterly Statistical Bulletin 
April-June 1983 and July-October 1983 
U.S. Foreign Trade Statistics, Bureau of the Census, U.S. Department 
of Commerce 





INTRODUCTION AND SUMMARY 


1982-1983 was a time of adjustment for the Kuwaiti economy as 
oil revenues continued to drop, business stagnated and the 
financial community tried to sort out the still unresolved 
stock market crisis. Beyond Kuwait's borders, the Iran-Iraq 
War entered its fourth year, creating uncertainty and casting 
a pall over Kuwait's traditionally active transhipment market. 
Foreign investment income, which has become increasingly im- 
portant in offsetting losses in oil revenue, dropped well 
below projected levels as interest rates declined abroad. 


Public confidence in Kuwait's ability to manage its internal 
affairs and stay away from the quarrels of its neighbors 
received a jolt on December 12, 1983 when a wave of bombings 
hit public installations and the American and French embassies. 
This occurance could not fail to affect the local business 
community. However, the government acted quickly to capture 
the culprits and reassure the populace. 


Kuwait's current economic situation can best be measured 
through conditions in its oil sector. In 1982, Kuwaiti pro- 
duction dropped 30 percent over its 1981 level and with it, 
oil's overall contribution to GDP fell from 61 percent to 

48.5 percent. Exports fell to approximately 280,000 barrels 
per day, down 60 percent from 1981. Activity in the petroleum 


sector picked up measurably in 1983. Preliminary figures in- 
dicate that total production rose to one million plus barrels 
per day and exports jumped to 400,000 barrels per day as 
Kuwait entered the crude spot market. Continued recovery in 
the oil sector is dependent on the vagaries of the interna- 
tional petroleum market. 


The Kuwaiti leadership views these trends with mixed emotions. 
The downturn in revenue is a cause for concern but offers the 
government an opportunity to cut unnecessary programs. Closer 
scrutiny of expenditures and introduction of austerity budgets 
in 1982/83 and 1983/84 indicate that the government is taking 
seriously its pledge to streamline operations. We expect this 
policy, initiated under the leadership of former Finance Min- 
ister Abdullatif Al Hamad to continue through the rest of 
the decade. 


The protracted stock market crisis has entangled most of the 
country's financial institutions in a search for a solution. 
Although there are indications that the ‘government has re- 
doubled its efforts to resolve the crisis, it will take some 
time to revive foreign confidence in Kuwait's financial acu- 
men. The government will continue to monitor financial 
activity closely and step in to give a helping hand, if 
necessary. 





adm 


With the pace of business and development spending slowing 
and with continued stifling of the re-export market because 

of the Iraq-Iran War, the Kuwaiti commercial outlook for the 
next year is guarded. The U.S. market position in Kuwait, 
already under pressure, will be further pressed by increasing 
competition in a tighter market from Japanese and European 
firms. Local companies which have grown in size and sophis- 
tication will increasingly challenge foreign companies for 
major project work. To cope with this more constricted market, 
American firms will not only have to price their goods and 
services competitively but focus on technology or expertise 
where the U.S. has a clear advantage. Such fields include 
electric power generation and distribution, medical equipment, 
oil, gas, petrochemicals, telecommunications, security, water 
resources (including desalination), environmental protection, 
and solar energy. 


Kuwait remains, however, an extremely wealthy country with 

one of the world's highest per capita incomes. Allowing for 
the relatively small population, there are still real trade 
opportunities here. Furthermore, Kuwait will continue to play 
a role disproportionate to its size in international petro- 
leum an inancial affairs. 


PETROLEUM 


Production, Pricing, Exports and Revenue: Kuwait's proven 
oil reserves are estimated at more than 70 billion barrels, 


ranking it behind the Soviet Union and Saudi Arabia in this 
regard. At current production levels, these reserves would 
last more than 200 years. Kuwait, of course, intends to re- 
sume production at or near its self-imposed ceiling of 1.5 
million barrels per day (including output from the Saudi- 
Kuwaiti Divided Zone) once international demand for OPEC 
levels rebounds to more traditional levels. Kuwait nonethe- 
less follows a deliberate policy of conserving its only 
exportable resource as an "underground investment" for the 
future. Kuwait's total production (including Kuwait's share 
of Divided Zone output) averaged 829,000 barrels per day in 
1982. Total oil production picked up in 1983, averaging 
more than one million barrels per day. 


Crude exports fell to 280,000 barrels per day in 1982, their 
lowest level in thirty years but have risen somewhat in 1983. 
A number of KPC's traditional customers did not renew their 
crude contracts when they expired in 1982. Kuwait Petroleum 
Corporation (KPC) thus entered 1983 with only four major lift- 
ers--Chinese Petroleum Corporation, Korean Oil Company, 
Petrobras and the Philippines National Oil Company. Inter- 
national demand for Kuwaiti crude rose during 1983 as the 
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oil market picked up and KPC launched a vigorous marketing 
campaign, offering swaps and spot deals to customers. In 
1982/83 KPC redoubled its efforts to market its refined 
products. At the end of 1982, product sales hovered just 
under 400,000 barrels per day. Products have continued to 
move briskly in 1983. 


1982 saw a substantial drop in Kuwait's oil revenue. Ac- 
cording to the Central Bank of Kuwait, revenues fell from 
14.04 billion dollars in 1981 to 9.4 billion in 1982. This 
33 percent decline has affected Kuwait's oil sector contri- 
butions to GDP and caused budget deficits in the FY 1982-83 
and FY 1983/84 central budgets. Closer government scrutiny 
of development expenditures and cuts in budget allocations 
have been applied to many sectors of the Kuwaiti economy, 
with the notable exception of oil. KPC, the parent organiza- 
tion managing petroleum sector activities, has a budget 
separate from the general state budget. The government has 
allocated KPC more funds rather than less in order to complete 
the ambitious domestic development plan set for the next five 
years. 


Scale-Down of Domestic Development Plans: Conditions in the 
world petroleum market and the downturn in Kuwait's oil reve- 


nues forced KPC to reassess its commitment to a number of 
planned projects in Kuwait. Considerable discussion has been 
given to scaling down the expensive Mina Abdullah refinery 


modernization plan. Some projects, notably the Petrochemical 
Industries Company's (PIC) olefins/aromatics plant, were can- 
celled. This project, expected to cost 1.3 billion dollars, 
had been on the drawing board for a number of years, and was to 
provide the cornerstone for development of a sophistacated 
petrochemical industry in Kuwait. 


PIC had announced plans to expand its fertilizer plant with 
the addition of a fourth ammonia line, raising ammonia capac- 
ity to almost one million metric tons per year. This project 
has been postponed indefinitely, although if KPC's discussions 
with the West German chemical giant Hoescht on ammonia pro- 
duction are successful, the project may be reassessed. 


KPC's Overseas Expansion: In February and March 1983, KPC took 
its first steps in the European oil market by purchasing Gulf 
Oil facilities in the Benelux countries and Scandinavia. KPC 
selected western Europe as its initial target because of its 
location and because a number of international oil companies 
have been anxious to divest themselves of unprofitable facili- 
ties on the continent. In January 1984, KPC picked up Gulf's 
Italian facilities as well. 
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After its purchase of Gulf's European facilities, KPC became 
owner of more than 1,600 retail gas stations in Benelux and 
Scandinavia, one 75,000 barrel per day refinery in Rotterdam, 
storage facilities adjacent to the refinery, another 85,000 
barrels per day refinery outside Copenhagen, two lube oil 
plants, eight terminals in Denmark and 50 percent interest 

in 30 terminals in Sweden and 75 percent interest in Gulf's 
Italian refinery near Milan. The company has initiated dis- 
cussions on possible acquisition of Gulf's Milford Haven 
refinery in the United Kingdom. 


KPC has, since 1981, made considerable investments in chemical 
and petrochemical companies abroad despite downgrading its 

own domestic petrochemical industry. It is investing in a 
petrochemical complex in Bahrain and through its subsidiary 
PIC, has equity in four phosphorus-based fertilizer plants in 
Tunisia. KPC now holds 25 percent of the German chemical 
company Hoescht which it purchased in 1982 for an estimated 
550 million dollars. Originally KPC planners envisaged that 
the Hoescht connection would help Kuwait in the development 

of its domestic petrochemical industry. However, the relation- 
ship has broadened, enabling KPC to participate further in 
the international petrochemical market. 


KPC's Gulf acquisitions are part of the company's strategy 
to gain direct access to its markets. Oil and Finance Min- 
ister Shaikh Ali Khalifa Al Sabah, chief architect of KPC 
policy, has made no secret of the fact that Kuwait intends 
to expand its operations to include both upstream and down- 
stream investments. In negotiating, KPC can drive a hard 
bargain. As part of its first deal with Gulf, KPC persuaded 
it to accept crude oil in partial payments. KPC believes 
that as the network grows, competitive pricing will ensure 
steady, if unspectacular, sales. 


After consolidating its investments in Europe, KPC may turn 
its sights east. The company is eager to break into the 
Japanese market but has no illusions about the hurdles it 
faces in Japan's insular economy. Other KPC customers such 
as Singapore and Thailand can be easily served from Kuwait. 


Although KPC's downstream acquisitions have attracted the bulk 
of public attention in the past year, the company is pursuing 
an exploration program abroad. Ali Khalifa has said that he 
views the United States as the most promising locale for such 
activity, despite the decision of the Department of Interior 
to deny KPC/Santa Fe access to federally leased lands. KPC/ 
Santa Fe purchased the U.S. oil and gas exploration firm 
Andover Oil Company of Tulsa for 150 million dollars. Andover 
has proven oil reserves of 233,000 billion cubic feet and a 
drilling subsidiary with 14 rigs. 
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KPC, through its subsidiary Kuwait Foreign Petroleum Exploration 
Company (KUFPEC), has initiated exploration projects in the less 
developed countries. According to Abdulrazzak Mulla Hussein, 
Deputy Chairman of KPC, KUFPEC, since its inception in April 
1982, has received 110 inquiries from less developed countries 
for joint exploration ventures totaling 1.5 billion dollars. 
Fourteen of these requests are under serious consideration. 
These include possible exploration projects in Tunisia and 
Somalia. Operations are planned or underway in Tanzania, Italy, 
the South China Sea, Australia and Morocco. The company has 
initially earmarked 150 million to 200 million dollars for the 


undertaking. Approximately 70 percent of this figure is tied up 
in concessions. 


KUFPEC's most substantial commercial discovery to date has been 
in Indonesia where it is part of an oil exploration consortium. 
KUFPEC began lifting the 47 API crude at the end of 1983. 


On May 6, 1982, KPC and Pakistan's Oil and Gas Development 
Corporation announced the formation of a joint company to 
explore for oil in Pakistan. According to press reports, KPC 
will cover 97.5 percent to the drilling cost. This most recent 
KUFPEC agreement is the company's first operating project; 
previously it provided technical expertise and funding only. 


Besides KUFPEC, KPC has equity in the International Energy 
Development Corporation (IEDC), a consortium involved in 
exploration primarily in LDC's. IEDC has concessions in Canada, 
Sudan, Egypt, Oman, Tanzania and Turkey. Although success has 
been limited, KPC continues to support IEDC activities. 


Observers have commented that Kuwait's petroleum industry, 
despite low production and lower exports, has come of age. 
Certainly, KPC's foreign investment policies focused 
considerable attention on the company in 1982/83. The highly 
visible public profile of Oil and Finance Minister Shaikh Ali 
Khalifa has also brought Kuwait to world notice. The Minister, 
with other Gulf Cooperation Council members, was unceasing in 
his efforts to patch together an understanding among the OPEC 
countries as conditions in the oil market worsened in 1982/83. 
Kuwait remains committed to the pricing and production agreement 
in 1983 and has been a vocal supporter of OPEC's efforts in the 
international marketplace. 





The Financial Sector 
Introduction 


As the key economic indicators on page one demonstrate, Ku- 
wait's economy is experiencing a slowdown. Falling oil 
revenues have caused GDP in 1982 to drop 15 percent over the 
previous year's level. Budgetary outlays have remained sta- 
tionary (when adjusted for inflation), and the deficit 
continues to grow. The government estimates that the 1983/ 
84 budget deficit will top $2 billion. According to govern- 
ment figures, overseas investment income fell in FY 81/82 

to $4.7 billion, down 22 percent from the previous year. An 
increase in 1982/83 investment income is expected but it will 
not equal the drop in the previous year. 


The cumulative effect of these statistics is cause for con- 
cern, but not despair. Kuwaitis have, in the past decade, 
come to expect high growth rates, large profit margins and 
a continuous increase in oil revenue. The economy will 
probably show modest improvement in 1983/84 after the slump 
of the past two years although the days of sustained high 
growth are likely a thing of the past. Kuwait will, this 
Embassy believes, emerge from its economic doldrums. This 
will be a gradual process, however, dependent on both ex- 
ternal factors such as the Iran-Iraq War and the pace of 
the worldwide recovery and internal factors, including reso- 
lution of the stock market crisis. 


The Budget: More of the Same: Kuwait's 1983/1984 (July 1, 
1983 - June 30, 1984) budget continues the previous year's 


austerity program which ushered in a period of wastecutting, 
streamlining and adjustment to the reality of lowered levels 
of revenue. New development spending has been cut sharply, 
reduction in social services is under consideration and some 
non-essential expatriate employees are being sent home. We 
expect that this period of careful scrutiny of all govern- 
ment expenditures will continue for some time. 


The downturn in oil income, which comprises approximately 

92 percent of Kuwait's revenues, has,not surprisingly, af- 
fected Kuwait's budget. The Embassy estimates that by using 
Kuwaiti government budget accounting technique (which includes 
a mandatory ten percent allocation for the Reserve Fund for 
Future Generations and excludes investment income), the 1982/ 
83 budget was in deficit by $1.2 billion, higher than pro- 
jected. The deficit in 1983/84 will be approximately $2.3 
billion. This deficit will be covered from the General State 
Reserve. 


Budget outlays for 1983/84 rose 8.4 percent over the previous 
year, keeping pace with inflation. Expenditures are projected 





_— 


at $11.6 billion. Much of this sum is allocated to the power, 
water, education and public health sectors. Predicted price 
hikes on subsidized items such as water and electricity have yet 
to materialize; if they do so, consumption growth should drop 
and government revenue increase somewhat. Budgeted development 


expenditures are $2.3 billion while new project allocations are 
$440 million. 


Balance of Payments: While investment income is not included in 
budget calculations (since ittraditionally was rolled over and 
not used to meet current expenditures), it does represent an 
important component of Kuwait's balance «f£ payments. In 
1981/1982 (the last year available), Kuwait's investment income 
dropped to $4.7 billion, surprising observers who had predicated 
that it would equal or surpass oil income ($9.4 billion) during 
the year. The government attributed this fall to declining 
interest rates abroad. The Embassy expects that investment 
income will recover somewhat in 1982/83 and top $5 billion. 
Although together oil and investment income should far outstrip 
total imports, transfers such as expenditures associated with 
the stock market and payments for development or balance of 
payments assistance abroad may whittle down the surplus 
considerably. Additions to Kuwait's capital reserves invested 
abroad are not likely this year. 


Overseas Financial Activities: The Kuwaiti government maintains 
two reserve funds--the Fund for Future Generations and the State 
General Reserve--into which surplus revenue is channeled. The 
value of these reserves is projected to reach approximately $70 
billion (exclusive of liquid assets held for current expenditure 
Obligations) at the end of 1983 with $60 billion invested 
outside Kuwait. More than half of this total is believed to be 
placed in Western Europe and the United States, with holdings in 
the U.S. of about $40 billion. Kuwait makes its investments 
abroad in favor of equities, with bonds and short-term 
securities taking a clear minority share. 


While Kuwait historically followed a policy spreading its equity 
investments among many foreign companies rather than seeking 
large blocks of shares in selected firms, this policy has been 
breached with increasing frequency in recent years. the KPC 
purchases of Santa Fe, Andover, and a dominant share of IEDC are 
cases in point. Other notable equity holdings include such 
prominent West German firms as Korf Steel (30 precent), Daimler 
Benz (estimated at 25 precent), Metalgesellshaft (20 percent), 
Hoechst (25 percent), Bayer (10 percent), Volkswagen (6-10 
percent) and Dresdner Bank (10-15 percent). Kuwaiti investment 
in real estate and commercial properties abroad has also 
accelerated. Working through the Kuwaiti Investment 

Office (KIO) in London, the Ministry of Finance has made 
considerable purchases in London and throughout Britain. KIO's 
real estate ventures through its equity in St. 

Martins, for example, have resulted in major purchases in the 
past few years. The Kuwaiti government is expected to 
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continue to seek equity purchases in the future as it sees 
this as an appropriate and efficient means to acquire tech- 
nology, access to markets, and financial expertise in a way 
which will serve Kuwait's longer term development aspirations. 


The Kuwaiti private sector is also consolidating and expanding 
its move overseas. Kuwaiti commercial banks, for many years 
preoccupied with cultivating the rapidly growing and sufficiently 
lucrative domestic market, are moving into overseas activities 
slowly but steadily. Gulf Bank became the first Kuwaiti commer- 
cial bank to open an agency office in New York in 1982 and intends 
to open similar offices in other international financial centers 
in the near future. Both the National Bank of Kuwait and the 
Commercial Bank will open branches in New York. The commercial 
banks have been increasing their activities in the international 
syndicated loan market as well. The National Bank of Kuwait 
ranks high in this effort. 


Kuwaiti investment companies, whether registered in Kuwait or 
in other Gulf countries, have rapidly grown in number in recent 
years. While many serve only a relatively small number of 
clients, some have expanded and diversified their activities 
with remarkable speed and efficiency. For example, the Kuwait 
International Investment Company (KIIC), 100 percent privately 
owned, has matured into an international investment providing 
and participating in the full range of financial services and 
operations. Investment firms with mixed public-private owner- 
ship, such as the Kuwait Investment Company (KIC) -- 50 percent 
government owned -- and the Kuwait Foreign Trading, Contracting 
and Investment Company (KFTCIC) -- 94 percent government owned 


-- take advantage of government support through issue under- 
writing. 


KIIC, KFTCIC, and KIC, known as the three K's, have been lead 
managers on the Kuwaiti dinar market since its inception in 1974. 
Bond issues played a key part in Kuwait's increasingly sophisti- 
cated market until the 3 K's apparently decided that high interest 
rates prevailing on the local market made placement of new issues 
too difficult for the time being. The three K's returned to the 
KD bond market in mid 1983, with a KD 5 million (17 million dol- 
lars) floating note. Other issues are expected to follow shortly. 


The Stock Market: Picking Up the Pieces: The study of the 
spectacular rise and crash of the Kuwaiti unofficial share market 
(the Souk al Manakh) from the spring of 1981 to August 1982 isa 
complex tale. The lack of investment opportunities, promise of 
huge gains from market speculation and the desire of traders for 
a role larger than their financial resources would support led 
to the rapid increase in the use of the post-dated check as a 
financing tool. These checks included premiums ranging from 40 
percent to upwards of 200 percent and were dated three months 

to three years in advance. As share prices settled in the late 
spring of 1982 and the premiums written into checks were not 
matched by price rises, the market began to show serious strains. 





«itn 


In August 1982 the Market tumbled as more and more traders were 
faced with obligations far beyond their financial resources. 

When the government stepped in and began registering post dated 
checks, approximately 26,000 checks with a total value of $94 bil- 
lion were outstanding. The government, working in concert with 
traders, financial specialists and the Chamber of Commerce, has 

in the last year attempted to to legislate an equitable solution 
to the crisis. The most recent of the stock market. laws, Number 
100 (August 1983), deflated the value of the forward checks to 

the spot price of the shares plus a maximum allowable premium of 
25 percent. Government. spokesmen claim that this formula will 
deflate 60 percent of the Manakh debt, allowing traders to assess 
their financial position and come to terms with their debtors and 
creditors. The government has also taken other actions to miti- 
gate the effect of the Manakh on the economy. It has spent approx- 
imately $2.6 billion on various first aid measures such as a sup- 
port program for the official market, bridging loans for traders 
experiencing liquidity difficulties, payments in cash and govern- 
ment bonds to small investors, and direct deposits in local banks. 


Kuwait is still sorting out the stock market crisis, and progress 
has been slow. The government must restore international confi- 
dence in Kuwait's ability to manage its financial affairs. 
Formulation of a program to ensure that the recent stock market 
experience is not repeated will continue to be the most important 
priority for Kuwait's financial leadership in the coming year. 


Foreign Assistance: Despite spending cuts and falling revenues, 


Kuwait continues to allocate considerable sums to foreign aid. 

The Kuwait government, however, has realized that due to finan- 
cial constraints, it must scrutinize foreign development assist- 
ance expenditures more closely. Kuwait's official development 
assistance as a percentage of GDP is among the highest in the 
world. The Kuwait Fund for Arab Economic Development (KFAED) 

was the top aid donor in the region in 1982, surpassing even the 
Islamic Development Bank in loans and grants. Kuwait also parti- 
cipates in the OPEC Fund for International Development, the Arab 
Fund for Economic and Social Development, and the Islamic Develop- 
ment Bank, as well as in other multilateral lending organizations. 


Most of Kuwait's development assistance is channeled through the 
KFAED. In 1982 more than $763 million in loans was disbursed for 
21 projects. Almost half of this was allocated to Arab countries. 
The Kuwait Fund has signed loan agreements totalling $222 million 
in the first half of 1983. Loans are made at highly concessional 
rates with minimum administrative costs. The KFAED usually agrees 
to cover up to two-thirds of the project cost, although in the 
case of certain African countries it has provided complete funding 
for infrastructure projects. Despite its name, KFAED makes loans 
to Third World countries in Africa and Asia and is considering 
extending its operation to Latin America and the Caribbean. 
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Kuwait has provided substantial economic support to Iraq during 
the more than three-year-old Gulf war, allocating interest free 
loans valued at $6 billion to the Iraqi government for balance 
of payments support. Assistance to Iraq has slowed in the past 
year as the conflict continues to drag on. 


IMPLICATIONS FOR U.S. BUSINESS 


Commercial Outlook is Guarded: The commercial outlook in Kuwait 
remains guarded for the next year, and beyond. The more 
cautious approach to spending, the stock market muddle, and the 
continuing Iraq-Iran war have all retarded the pace of business 
activity and relief is not in sight for the near term. The war 
particularly has frantically reduced two formerly steady and 
profitable reexport markets. Merchants are left overstocked, 
causing a decline in the volume of L/cs processed by local 
banks. Inventories are expected to remain high for the near 
future. Once the conflict ends the Iraq-Iran markets are 
expected to return only gradually to their former levels, 
although demand will probably pick up for consumer goods and for 
priority items needed to rebuild damaged ports and oil 
facilities. But many believe that massive and immediate 
spending by both combatants is out of the quesition. The soft 
oil market will permit neither to earn foreign exchange 
sufficient for a spending spree. 


More Conservative Development Spending: the level of 
development spending will govern the pace of business activity 
over the longer term. Since the mid-1970's the government has 
restrained such spending, a trend which will be even more 
pronounced in the future. Between fiscal years 1977/78 and 
1981/82, the government spent between $1.7 billion and $1.8 
billion annually for development projects. This steadiness is 
in keeping with the policy of fostering slow and controlled 
economic growth and also reflects Kuwait's limited absortive 
capacity. Development spending has typically been concentrated 
on projects of the Ministries of Public Works and of Electricity 
and Water. In 1981/82, for example. these two ministries 
accounted for76 percent of development expenditures. 


But the government is now clearly signaling that it will 
moderate development outlays. The recent action by the 
government to maintain allocations for development expenditure 
in the FY 1984/85 budget at last year's level despite the 
austerity measure, is a clear indication that the authorities 
are determined to play a decisive role in reactivating the basic 
and product sectors of the economy through a government-led 
expansionary policy. — 
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The total developmental expenditure for 1984/85 is estimated at 
622 million KD (approximately 2.31 billion dollars), about the 
same amount budgeted during the past two years. Kuwait is again 
tightening its budget, as noted in the Government's unveiling of 
its draft State budget for 1984/85 on April 18, 1984. It 
appears that the Kuwaiti Government will continue to defer 
approval of non-essential projects as it did in 1983/84. The 
emphasis during this period will be on the completion of 
projects under construction, as well as on new ones in the areas 
of power stations, roads, housing and essential services. 
Moreover, greater emphasis will be placed on repair and 
Maintenance of existing facilities and equipment. 


These actions partially reflect the fact that Kuwait is 
gradually completing its modern infrastructure. But they also 
reflect a more conservative attitude toward spending. Many 
projects have been delayed into the next fiscal year and 

beyond. Some Municipality projects (beach cleanup, building of 
car parks, construction of a new slaughterhouse and of a compost 
plant) have been postponed. The later phases of the massive new 
waterfront project, the first stage of which is now underway, 
have also been put on the back burner. Despite budget cutbacks, 
there is sufficient volume and variety in the Kuwaiti 
construction marketplace to continue to attract international 
contractors, consultants and suppliers. 


Major Project Plans: While development spending will be more 
restrained, the government has plans to spend on some major 
projects should they decide to do so. The following table 
shows, in summary fashion, the principal sectors and development 
projects into which the GOK is now beginning to invest or may 
invest over the next decade. These figures are rough estimates 
of project values. They are incomplete, since estimates for all 
projects are not available. Moreover, some of these planned 
projects can be delayed or shelved. Despite these caveats, the 
figures are a reasonable "ball park" indication of present 
Kuwaiti spénding plans over the next five to 10 years. U.S. 
firms interested in more details on Kuwaiti major projects can 
obtain pertinent reports from the Department of Commerce. 
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Major Project Spending 


Estimated Value 
(Millions U.S. $) 


Electricity 


-- Ras Al-Zour Power Station and over 1,000 
associated construction and 
equipment 

-- Network up-grade and expansion 50 


General Construction 
-- Includes district and regional 
centers, public buildings and 
facilities 
Health Care 
-- Regional hospitals, specialty 
hospitals and clinics (new and 
expanded, specialized facilities) 
Reconstruction large Sabah Hospital (20-year plan) 


Complex, plans for new hospitals for 
new settlements 


Housing 


-- National Housing Authority 
Industry (Non-Petroleum) 
-- Light industrial plants 


Petroleum Industries 


-- Refinery modernization, gas gathering, 
petrochemicals 


Transportation 


Shuweikh Port expansion 
Inner Loop Road 

Mirgab Transport Center 
Jahra Motorway 


Telecommunications 
-- Submarine cable between Kuwait/Bahrain 


-- Telephone Maintenance Center 
-- Rehabilitation Cable Network 
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While figures are not available, there will also be continuing 
road projects, a short railroad line from Shuweikh Port to Ras 
Al Shairig and water resources projects (desalination plants, 
water storage facilities, and pipelines). There may also be 
smaller projects requiring more arcane technology and products 
in the environmental protection and solar energy fields. 


U.S. Market Position: For the near term, the Kuwaiti market 
will become even more highly competitive and price-sensitive 
than in the past. For the last few years the American market 
share here has been 13 percent of imported goods and services, 
consistently behind the Japanese at 21 percent. U.S. export 
strength has traditionally been in passenger automobiles, auto 
spare parts, air conditioning equipment, and industrial machin- 
ery (including oil and gas field equipment and services). 
Despite the competitive market, the American position considered 
as a whole has been relatively strong. But there are some 


recent trends which may cause the U.S. market share to deterior- 
ate. 


Among the factors making American goods and services less price 
competitive are the inflationary price rises of the late 1970's 
and early 1980's combined with the now strong American dollar. 
The foreign exchange factor can make a difference, sometimes 
adding up to 20 percent to the cost of American goods relative 
to comparable products from Europe and Japan. This exchange 
rate differential, along with aggressive marketing, has helped 
the Japanese make further inroads into the market for central 


air conditioning systems, formerly a secure preserve for American 
exporters. 


American dominance in the passenger car market here has now 

ended. Recent informal estimates put the present market share 

of Japanese cars at 58 percent, followed by the United States at 
28 percent and the Europeans at 14 percent. Japanese cars are 
generally priced below American makes and the smaller, inexpen- 
Sive autos are increasingly purchased by lower income expatriates. 
Even Japanese models comparable in size and style to American 
models are lower in price. As American car makers export down- 
sized models, which are still more expensive than their Japanese 
counterparts, consumers are opting for the lower-priced Japanese 
cars since they see little distinction between them other than 
price. At the luxury end of the market, buyers are turning to the 
German Mercedes-Benz and BMW and to Japanese sportscars. A sure 
indication of where car market money is now made is the fact that 
"unauthorized" car importers are now bringing in the Mercedes- 
Benz to sell at cut-rate prices. Two to three years ago these 
dealers were bringing in American makes. 


Major Project Competition: Competition for major project work 
is fierce, essentially as the government cuts back on development 
expenditures and as more local companies develop experience and 
expertise. Kuwaiti clients generally across-the-board select the 
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lowest priced bid, the one exception being in the health care 
field where specifications must be met, regardless of price. 
Japanese and European companies have been very successful in 
winning major project contracts in petroleum and petrochemicals, 
power generation/distribution, telecommunications, and water 
resources. Unfortunately, when they bid -- and often they don't 
-- American firms tend to bid higher on projects. In recent 
years, some Kuwaiti construction firms or Kuwaiti-based 
construction consortia have become so large and sophisticated 
that they are now winning the majority of civil works 
contracting, elbowing out Korean contractors even on large 
projects. 


The Kuwaiti government has a strong policy, recently developed, 
which encourages the use of local contractors. The National 
Housing Authority decided in 1981 that 80 percent of its project 
work should be awarded to local firms. This past year, the 
National Housing Authority awarded all the contracts to build 
the Argiya housing scheme, composed of 2,348 homes at an 
estimated total cost of 85 million KD ($293 million), to local 
contractors. This was done in line with the Authority's policy 
to divide major projects among several contractors, mainly 
local, in order to have projects completed on time and to 
benefit from the intensive competition among them. 


Some ministries which need consultants have insisted that 
non-Kuwaiti A&E firms associate with Kuwaiti A&E companies in 
order to be considered for some design and construction 
supervision contractors. Other foreign-local associations 
between consultants have grown up naturally as a result of the 
growing expertise of local firms. Local consulting and 
construction firms will increasingly participate in major 
project work beyond the traditional agent-principal 
relationships. Joint venture partners, now prevalent in Saudi 
Arabia, are beginning to be looked into seriously in this 
Market; example: the recent Koppers-Karafi JV to build the new 
runway at the Kuwait International Airport, valued at $68 
million. 


Prospects for U.S. Business: To cope with the tightening 


Kuwaiti market, U.S. firms must offer competitive prices. 
American companies may also do better in areas where U.S. 
products or services have a technological edge and where 
American expertise is respected. But prices must be right. Oil 
field equipment and services, security equipment, electric power 
generation/distribution, telecommunications, security, and 
medical equipment are promising markets for American firms. In 
addition, there are areas of more specialized technology which 
are of growing interest to the Kuwaitis such as expertise and 
equipment in the fields of environmental protection. More 
traditional products such as foodstuffs and apparel also have 
potential. 
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Arab Boycott Complication: Kuwait's adherence to the Arab 
League boycott of Israel may inhibit or completely prevent some 
American firms from doing business with Kuwait. Some American 
companies are completely boycotted. Others under 

investigation by boycott authorities cannot bid on Kuwaiti 
government tenders, although their goods can still be marketed 
through non-tender sales. At times an American firm can be 
caught between conflicting requirements of Kuwaiti and American 
boycott regulations. Some of these conflicts can be resolved to 
satisfy both Kuwaiti and American law, while others remain 
insoluble. 


U.S. firms will encounter Kuwaiti boycott procedures in 
certificates’ of origin, letters of credit, shipping documents, 
some provisions of tenders and contracts, and requests from the 
Kuwait Boycott Office to furnish information about the firm's 
business relationships. Generally, the receipt of a request to 
participate in a restrictive trade practice or boycott must be 
reported to the U.S. Department of Commerce, although there are 
now some exceptions to this reporting requirement. American 
companies having questions about boycott regulations or problems 
should direct them to the Office of Antiboycott Compliance, U.S. 
Department of Commerce, Washington, D.C. 


Getting Into the Market: Recent U.S. legislation which eases 
the income tax burden on overseas Americans could help U.S. 
companies compete more effectively. To the extent that this 
tax break encourages firms to place American personnel in 


Kuwait, it will permit U.S. companies to: (a) get better 
acquainted with the Kuwaitis and their market, (b) find and 
exploit commercial opportunities more easily, and (c) provide 
strong support to Kuwaiti companies already acting as their 
agents or joint venture partners. Resident American consultants 
would be in a better position to price their services 
competitively. Moreover, their role in drawing up tender 
specifications for major projects could bolster opportunities 
for U.S. traders and suppliers. 


* U.S. GOVERNMENT PRINTING OFFICE: 1984- 421-007:622 





WHO, ME? 


EXPORT ? 
YES, YOU! 


You don’t have to be a big corporation to sell your 
products overseas. If you’ve been successful in 
the domestic market, chances are good you could 
do well in the world markets—and reap the profits. 


BUT HOW DO |! START? 


That’s a good question. We have a 

handy, step-by-step guide book with the 

answers. Just send us the coupon below, 
and we'll show you how to begin. 


WHY DOES THE GOVERNMENT 
WANT TO HELP ME? 


Exporting means greater profits and 
increased company growth for American 
businesses—your business. It also 
creates jobs for Americans, contributes 
to a healthier economy, and strengthens 
our international trade position. 
Exporting is not only good for you—it’s 
good for America. 


SEND FOR YOUR COPY OF 
A BASIC GUIDE 
TO EXPORTING TODAY! 


U.S. DEPARTMENT OF COMMERCE 
INTERNATIONAL TRADE 
ADMINISTRATION 


SHSHSSHHSHSHHSHSHSHSHHSHHSHHSHSHSHSSHSHHHSSHSSHESHSSSSHSSHSHHESSHSSHSSHSSSHESHSESSHSHSHSHESHSSHESSSSHESHESESEEEESSEHHEEEEEEESES 


ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Send copies of A BASIC GUIDE TO 
EXPORTING at $6.50 


SN 003-009-00349-1 | 
Enclosed is $ O) check, 

LJ money order, or charge to my 

Deposit Account No. 


SESSA 


Order No. 


Name—First, Last 


Company name or additional address line 
Street address 

City 

(or Country) 


PLEASE PRINT OR TYPE 


VISA* 


Credit Cards Orders Only 
Total charges $ 


Credit 
GadNo. LLITTTTITITIITIITIITII TI 


Expiration Date res 


Month/Year 


Fill in the boxes below. 


For Office Use Only 


Quantity Charges 


Enclosed 
To be mailed 
Subscriptions 
Postage 
Foreign handling 
MMOB 
OPNR 
State ZIP Code 
UPNS 
Discount 


| | | Refund 





Confused about Export Then go to the source for your answers. 


The Export Administration Regulations, a 


Licensing Requirements? ing epee of UB. promt, newer 
. to oe aa on export licensing 


e When is an export license necessary? 
e When is it not necessary? 
e How do | obtain an export license? 
e What policies are followed in consider- 
ing license applications? 
e How do | know when the policies 
Saas Sea change? 


oa 3 . . e . 2 e Are there restrictions on exports to cer- 


tain countries? 

e Are restrictive trade practices and boy- 
cotts prohibited? 

e Do! need a license to ship technical 
data? 

e Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


Use the order blank below to begin your sub- 
scription to the Export Administration Reg- 
ulations. 


SUBSCRIPTION RATES 


In the United States $ 95.00 
To foreign countries $118.75 


All Bulletins sent first class to both 


foreign and domestic addresses. Air- 
mail service not available. 


ORDER FORM To: 


Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Credit Card Orders Only 
Enclosed is $__._____—~O) check, =e 
C money order, or charge to my rar Total charges $______ Fill in the boxes below. 


Deposit Account No. Credit 

CIT ETT TIC) card wo, CITT TTTTITITTI TIT) 
Expiration Date 

Cree Ne Month/Year LITT) 


Please send me sets) of the U.S. Department of Commerce Export Administration Regulations 
and supplementary Export Administration Bulletins for the publication period beginning October 1. 1983 


Name—First, Last 


sae name or additional Lit line 


treet address 


ity tate ZIP Code 


(or Country) 


PLEASE PRINT OR TYPE 








